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Mr.  Francis  J.  Chesterman 
State  Government  Survey  Committee 
Harrisburg,  Pennsylvania 


Dear  Mr.  Chesterman: 

The  Report  of  the  Subcommittee  on  Procurement  by  the  State  of  Pennsylvania 
is  submitted  herewith. 

The  Subcommittee  found  limitations  and  restrictions  on  administration 
of  procurement  which  industry  would  consider  intolerable.  Pennsylvania  industry 
would  lose  hundreds  of  millions  of  dollars  if  they  were  forced  to  use  the  methods 
of  the  State. 

Red  tape,  costly  delays,  expensive  clerical  effort,  blind  adherence  to 
rigid  procedures,  and  inflexibility  are  built  into  the  State's  procurement  procedure 
by  the  administrative  code  as  well  as  the  method  of  administration. 

Competitive  bidding  is  carried  to  ridiculous  extremes  on  low  value  items. 

Many  specifications  are  inadequate  and  obsolete. 

Buyers  are  clerks  with  no  authority  or  responsibility. 

No  one  is  in  a position  to  use  judgment  to  get  maximum  value. 

We  estimate  that  tax  supported  expenditures  could  be  reduced  $10,000,000 
or  more  per  year  by  adoption  of  the  recommendations  made.  Substantial  improvements 
in  the  quality  and  service  rendered  the  State  would  be  accomplished  in  addition. 

Some  of  the  changes  we  have  recommended  will  add  to  the  costs  of  clerical  help,  but 
the  increases  will  be  more  than  offset  by  decreases  in  clerical  costs  elsewhere. 

These  estimates  are  based  upon  the  Subcommittee's  professional  judgment 
rather  than  upon  any  attempt  to  document  our  estimates.  The  members  of  the  committee 
recognize  that  $10,000,000  may  appear  large  as  an  unsupported  estimate,  but  we  all 
agree  that  full  application  of  industrial  techniques  without  regard  to  political 
considerations,  would  result  in  even  greater  savings. ""  By  political  considerations 
we  mean,  for  example: 
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a.  Enforced  use  of  bid  procedure  instead 
of  optional  negotiation.  ^ 

b.  Enforced  use  of  long  bidders  lists  instead 
of  careful  selection  of  suppliers. 

c.  Legally  rigid  procedures  limiting  the  exercise 
of  proper  judgment  by  the  buyer, 

Our  study  has  been  mostly  directed  at  "what"  not  "how."  Further  study 
of  administrative  technique  would  greatly  aid  in  reducing  our  recommendations 
to  practice.  They  are  restricted  to  what  we  believe  are  quite  practical  limits 
for  a public  body  administered  by  elected  officials  subject  to  political  pressure 
and  voter  suspicion, 

We  have  been  able  to  highlight  certain  problems  and  fundamentals,  but 
we  have  not  had  time  to  detail  the  administrative  methods  required  to  put  them 
into  effect.  We  have  had  too  little  time  also,  to  develop  the  changes  in  the  admin- 
istrative code  or  public  laws  which  will  be  necessary, 

We  would  like  to  state  certain  fundamental  principles  which  are  the  founda- 
tion of  all  our  recommendations. 

1.  Responsibility  for  and  authority  over  procurement  policy 
should  be  centralized. 

2.  The  purpose  of  procurement  is  to  obtain  maximum  value 
per  dollar  of  total  expenditure,  not  necessarily  lowest 
price  or  best  quality. 

3.  Proper  determination  of  specification  suitable  to  the 
application  is  the  keystone  of  good  procurement. 

4.  Both  quality  and  service  are  major  considerations  which 
must  be  used  to  factor  price  when  determining  value  and 
therefore  in  determining  the  best  supplier. 

5.  Past  performance  on  quality  and  service  is  the  most  de- 
pendable indicator  of  probable  future  performance  and 
quality. 

6.  The  longer  and  less  definite  the  procurement  time,  the 
poorer  the  service  and  the  greater  the  administrative 
expense . 

7.  On  lower  value  items,  the  administrative  expense  and 
clerical  cost  is  far  more  important  than  any  possible 
market  price  advantages.  ^ 

8.  Adequate  information  and  records  are  necessary  for  ade- 
quate administration. 

9.  Negotiation  which  permits  the  exercise  of  judgment  and 
discretion  in  determining  specifications,  quantities, 
schedules,  and  conditions  of  sales  is  a necessary  pre- 

j requisite  in  obtaining  maximum  value  whether  or  not  a 

bidding  procedure  is  used  for  pricing.  ^ 
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10.  In  the  final  analysis,  good  procurement  requires  the 
exercise  of  judgment  by  some  personnel  whose  ability 
and  integrity  must  be  assumed. 

We  believe  that  you  will  find  that  these  fundamentals  are  almost 
completely  violated  in  state  procurement  procedure  in  contrast  to  private 
industry  where  they  are  almost  universally  respected.  Our  report  is  intended 
to  point  the  way  toward  a more  rational  observance  of  these  fundamental  prin- 
ciples. ^ 

The  basic  data  considered  by  the  Subcommittee  were  assembled  by  a 
Working  Group  appointed  by  the  Subcommittee.  The  Subcommittee  guided  the 
activity  of  the  Working  Group  and  considered  the  data  they  collected.  The 
memberships  of  both  the  Subcommittee  and  the  Working  Group  appear  in  Appendix  C 
of  the  report. 

* We  wish  to  express  our  appreciation  of  the  help  and  cooperation  we 

^ have  received  from  the  many  employees  of  the  State  whom  we  have  interviewed. 

We  are  also  indebted  to  Mr.  Russell  Forbes,  Deputy  Administrator  of  the  General 
Services  Administration,  Washington,  D.  C.  Mr.  Forbes  gave  us  valuable  advice 
on  some  aspects  of  the  report. 

We  have  made  no  effort  to  include  in  the  report  mention  of  the  many 
creditable  portions  of  the  State's  procurement  operation.  Our  aim  was  to  find 
possibilities  for  improvement;  mention  of  the  things  being  done  well  would  have 
been  too  time-consuming.  This  must  be  kept  in  mind,  however,  to  avoid  getting 
the  misconception  that  a very  poor  job  of  procurement  is  being  done.  Pennsylvania's 
procurement  activities  are  not  without  merit  and  compare  favorably  with  those  of 
other  states  with  which  we  are  familiar. 
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Sincerely 


B.  D.  Henderson 
Chairman  of  Subcommittee 


APPROVED: 

P.  J.  Clarke  .\/Q  _XjkJv  j ^ 
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SECTION  I 


PREFACE 


PREFACE 


A.  AUTHORITY  FOR  SURVEY 


The  Subcommittee  was  appointed  by  Mr.  Francis  J.  Chesterman,  Chairman 
State  Government  Survey  Committee,  to  study  the  procurement  function  of  the 
Commonwealth  of  Pennsylvania.  Members  of  the  Subcommittee  and  the  Task  Force 
are  listed  in  Appendix  C. 

B.  PURPOSE 

The  Subcommittee  was  charged  with  the  responsibility  of  examining  the 
purchasing  activities  of  the  State  of  Pennsylvania  in  the  areas  of  organiza- 
tions, policies,  procedures  and  methods,  and  with  the  making  of  recommendations 
for  improvements  where  indicated. 

C.  APPROACH 

To  have  arrived  at  detailed  recommendations  in  all  the  areas  covered  by 
this  report  would  have  required  much  more  time  than  has  been  available  to  the 
committee.  Therefore,  we  have  conceived  our  tasks  to  be: 

1.  To  show  where  fundamental  principles  and  basic  policies 
of  good  procurement  are  applicable  and  are  not  being 
followed.  - 

2.  To  determine  areas  in  which  further  study  is  desirable 
to  attain  that  end. 

We  confined  our  study  to  State  Agencies  that  expend  money  accrued  from 
taxes.  Agencies  like  the  Turnpike  Commission,  which  neither  obtain  funds  from 
taxes  nor  contribute  to  the  State  General  Tax  Fund,  were  eliminated.  Certain 
other  agencies  were  eliminated  because  they  are  authorized  by  legislation  to 
procure  independently,  or  because  their  volume  of  procurement  is  negligible. 

We  did  not  study  procurement  of  liquor  by  the  Liquor  Control  Board  because  we 


did  not  feel  qualified  to  cope  with  the  unique  merchandising  aspects  of  this 
type  of  procurement.  Each  agency  which  was  eliminated  is  described  under 
detailed  findings  for  recommendations. 

In  writing  the  report,  subdivisions  of  Findings,  Conclusions,  and 
Recommendations  have  been  used.  Findings  are  statements  of  existing  conditions, 
Conclusions  are  the  reactions  of  the  Subcommittee  to  the  Findings  based  on  its 
collective  experience,  and  Recommendations  are  suggestions  for  improvement. 
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SECTION  II 


SUMMARY  OF  FINDINGS 


SUMMARY  OF  FINDINGS 


Expenditures  for  goods  and  services  by  the  State  agencies  studied  totaled 
approximately  $205,000,000  in  the  fiscal  year  ending  May  31,  1952.  They  were  distri- 
buted as  follows: 


Department  of  Properties  and  Supplies 

Bureau  of  Purchases 

Bureau  of  Highway  Purchases 

Bureau  of  Publications 

Bureau  of  Engineering  & Construction 


$21,848,000 
28,197,000 
2,806,000 
7,000,000  (est.) 


66,403,000 

15.000. 000  (est.) 

43.179.000 

11.269.000 

10.000. 000  (est.) 


Department  of  Highways 
Institutions  (various  departments) 

General  State  Authority 
State  Highway  and  Bridge  Authority 
State  Public  School  Building  Authority 
It  is  estimated  that  the  above  sums  represent  at  least  75^  of  all  State  taxes  expended 
in  procurement. 

Responsibility  for  all  of  the  procurement  outlined  above  is  not  centralized 
either  as  to  line  or  as  to  staff  functions.  Organization  is  weak  and  responsibility 
is  dispersed. 

Standards  and  specifications  in  some  cases  demand  quality  beyond  the  practical 
needs  of  the  State,  and  in  others,  allow  for  purchase  of  obsolete  materials. 

Procedures  and  policies  are  severely  restricted.  As  a result,  a number  of 
undesirable  conditions  exist.  Costs  of  goods  and  services  are  high;  value  and  service 
are  not  the  best  that  can  be  obtained.  State  employees  performing  the  procurement 
function  are  so  involved  in  routine  that  their  work  is  little  more  than  clerical  in 
nature. 

Records  and  reports  are  inadequate  for  performance  of  a satisfactory  pro- 
curement operation. 
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All  of  these  adverse  findings  may  be  traced  directly  or  indirectly  to 
the  Administrative  Code.  Under  existing  legislation,  it  is  impossible  for  State 
employees  to  procure  goods  and  services  to  best  advantage. 


SECTION  III 


SUMMARY  OF  CONCLUSIONS 


SUMMARY  OF  CONCLUSIONS 


A central  group,  organized,  manned  and  empowered  to  perform  "line"  or  "staff" 
functions  for  all  procurement  activities,  would  greatly  improve  the  efficiency, 
economy  and  performance  of  State  procurement  activities.  "Line"  function  means 
complete  control  of  all  aspects  of  a unit's  operation.  "Staff"  functions  are  the 
formulation  of  policies  and  procedures,  participation  in  the  selection  of  pur- 
chasing personnel  and  responsibility  for  their  training,  and  responsibility  for 
seeing  that  established  policies  and  procedures  are  carried  out. 

The  importance  of  standards  and  specifications,  the  very  heart  of  sound  procure- 
ment, is  not  appreciated.  The  Bureau  of  Standards  is  not  being  utilized  to  the 
best  advantage,  and  important  improvements  can  be  made  in  the  effectiveness  of 
its  functions. v 

The  combination  of  methods  of  centralized  and  decentralized  buying  now  in  use  is 
good  practice.  The  methods  are  now  used  in  approximately  correct  proportion; 
centralized  direction  will  promote  rather  than  interfere  with  their  proper  appli- 
cation. 

Competitive  bid  procedure  is  a good  guiding  principle  for  State  procurement,  but 
strict  adherence  to  it  in  all  areas  of  purchasing  is  not  efficient  or  economical. 
Increased  flexibility  in  buying  would  result  in  better  value  per  dollar  spent. 
Protection  against  collusion  and  public  criticism  must  be  established  where 
flexibility  is  allowed. 

Maintenance  of  records  of  purchases  by  commodity  and  proper  auditing  of  purchase 
records  would  be  of  inestimable  value."  Their  absence  now  makes  it  impossible  to 
buy  on  quantity  advantageously  or  to  judge  supplier  performance. 

It  is  estimated  that  proper  institution  of  the  recommendations  contained  in  this 
report  will  save  the  State  $10,000,000  per  year  or  more;  that  is  at  least  5%  of 


the  total  expenditure  of  State  taxes  for  procurement.  The  largest  portion 
of  such  savings  will  be  experienced  in  construction  contracts. 

Unless  the  Administrative  Code  is  revised,  improvements  in  procurement  can 


not  be  more  than  minor. 


SECTION  IV 


SUMMARY  OF  RECOMMENDATIONS 


SUMARY  OF  RECOMMENDATIONS 


1.  Centralize  procurement  responsibility  in  one  department  devoted  exclusively  to 
procurement  and  give  this  department  staff  responsibility  for  the  procurement 
function  performed  by  other  departments.  * Create  an  advisory  committee  to  assist 
this  department  in  the  formulation  of  policy.  ' (See  Page  15  ) 

2.  Establish  a staff  within  this  department  for  guiding  institutional  buyers  of 
perishables.  (See  Page  33«) 

3.  Enlarge  the  prestige  and  improve  the  effectiveness  of  the  Bureau  of  Standards. 
Increase  its  facilities  as  to  space,  equipment  and  manpower,  to  the  end  that  it 
may  fulfill  satisfactorily  the  duties  and  responsibilities  expected  of  such  a 
unit.'  (See  Page  35) 

4.  Continue  with  competitive  bidding  as  the  basis  for  procurement  negotiations  but 
modified  to  allow  for  more  latitude  in  buying.  (See  Page  40.) 

5.  Enlarge  the  authority  of  State  buyers  in  order  to  expedite  the  processing  of 


orders.  ^ (See  Page  43-) 
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6.  Modify  current  buying  practices,  placing  emphasis  on  making  more  definite  commit- 
ments to  suppliers.  (See  Page  45  ) 

7.  Utilize  the  State's  purchasing  power  to  improve  delivery.  (See  Page  49.) 

8.  Reduce  the  time  for  the  routine  conversion  of  requisitions  into  orders  to  thirty 
days  or  less.  ^ 

Also,  reduce  the  time  required  for  payment  of  invoices  to  a reasonable  period, 
perhaps  two  to  three  weeks.  (See  Page  50.) 

9.  In  view  of  recommendations  increasing  the  responsibility  of  State  buyers,  improve 
the  caliber  of  personnel  in  the  buying  offices,  and  arrange  commensurate  salary 
increases.  " (See  Page  52.) 

10.  Establish  a commodity  record  which  will  reflect  the  activity  of  all  important 


commodities  procured  by  the  State.  (See  Page  53.) 
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11.  Liberalize  the  Administrative  Code  so  that  escalation  clauses  may  be  used  in  con- 
struction contracts.  (See  Page  55-) 

12.  Engage  the  services  of  a merchandising  organization  familiar  with  procurement  for 
resale,  to  review  the  procurement  practices  of  the  Liquor  Control  Board.  (See 
Page  56.) 
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SECTION  V 


DETAILED  FINDINGS,  CONCLUSIONS,  AND  RECOMMENDATIONS 


DETAILED  FINDINGS,  CONCLUSIONS  AND  RECOMMENDATIONS 


RECOMMENDATION  NO.  1 - Centralization  of  Procurement  Responsibility- 
Findings 

In  order  to  make  some  approach  to  the  survey  of  procurement  in  the  State  of 
Pennsylvania,  an  examination  was  made  of  the  organization  chart  of  the  State.  It  v/as 
determined  that  there  are  a considerable  number  of  agencies,  commissions,  and  authorities, 
which  are  completely  independent  entities  and  which  have  nothing  to  do  with  the  basic 
State  Government.  Exhibit  #1  shows  the  independent  agencies  along  with  those  integrated 
(in  the  main  body  of  State  Government  which  perform  the  procurement  function  throughout 
the  State  Organization. 

A brief  description  of  all  units  performing  the  procurement  function  is  given 
below.  In  cases  where  units  have  been  eliminated  from  further  survey,  such  information 
has  been  indicated. 

A.  Procurement  Outside  The  Main  Body  of  State  Government 

1.  Pennsylvania  State  College 

Pennsylvania  State  College  is  a completely  independent  administrative 

organization  which  operates  under  a Board  of  Trustees  reporting  directly  to  the 
I 

Governor.  Receipts  such  as  tuition,  etc.,  plus  an  appropriation  of  eighteen 
million  dollars  out  of  the  funds  allocated  to  the  Department  of  Public  Construc- 
tion, are  used  to  operate  the  school. 

This  unit  was  eliminated  from  further  survey  since  it  is  administratively 
and  physically  separated  from  the  main  body  of  State  Government  and  since  its 
expenditures  have  only  a partial  impact  on  taxes. 

2.  State  Headquarters  of  Selective  Service  System 

This  unit  is  completely  independent  and  is  under  the  control  of  the  State 
Director  of  Selective  Service  for  Pennsylvania  who  reports  directly  to  the  Governor. 
Funds  used  for  its  operation  are  in  the  form  of  Federal  Government  grants. 
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This  unit  was  excluded  from  further  survey  since  it  has  absolutely  no 
impact  on  State  taxes. 

3 . Pennsylvania  Turnpike  Commission 

This  Commission  also  is  a completely  independent  unit  which  reports  to 
the  Governor  of  the  State.  It  receives  no  State  tax  funds,  nor  does  it  return 
any  revenue  to  the  State.  All  expenditures  are  made  from  toll  receipts.  Surpluses 
are  used  to  amortize  outstanding  bonds. 

This  unit  was  excluded  from  further  survey  since  it  has  no  impact  on  taxes. 

4.  The  Pennsylvania  Commission  on  Interstate  Cooperation 

This  is  an  independent  commission  which  was  organized  to  operate  jointly 
with  similar  commissions  from  other  states  and  is  physically  located  in  Phila- 
delphia. Appropriations  for  the  operation  of  this  commission  amounted  to  $75,000 
in  the  fiscal  year  ending  May  31,  1952. 

This  unit  was  eliminated  from  further  survey  because  of  the  joint  nature 
of  its  operation  and  due  to  the  fact  that  the  dollar  volume  of  procurement  is 
insignificant . 

5.  The  Delaware  Joint  Toll  Bridge  Commission 

This  also  is  a completely  independent  commission  organized  to  operate 
jointly  with  a similar  commission  from  another  State.  So  far  as  could  be  deter- 
mined, there  is  no  appropriation  for  the  operation  of  this  commission.  Apparently 
it  operates  solely  from  its  own  revenues. 

This  unit  was  eliminated  from  further  study  because  of  the  joint  nature 
of  its  operation  and  because  the  dollar  volume  of  procurement  is  insignificant. 

6.  The  State  School  Building  Authority 

This  Authority  is  authorized  to  issue  bonds  with  no  limit  on  the  dollar 
volume  of  such  issues.  Funds  obtained  in  this  manner  will  be  used  to  construct 
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and  equip  public  school  buildings.  (See  General  Description  below.) 

7.  General  State  Authority 

The  General  State  Authority  is  authorized  to  issue  bonds  with  a limit  of 
$235,000,000.  As  of  May  31,  1952,  bonds  had  been  issued  in  the  amount  of 
$135,000,000.  Funds  received  from  such  indebtedness  are  used  to  construct  and 
equip  State  buildings.  In  the  fiscal  year  ending  May  31,  1952,  disbursements 
by  this  Authority  for  contracted  construction  and  equipment  amounted  to  $43,179,000. 
Rentals  paid  out  of  the  State  tax  funds  for  the  use  of  the  buildings  leased  from 
the  General  State  Authority  during  this  same  period  were  $3,171,000.  (See  General 
Description  below.) 

8.  The  State  Highway  and  Bridge  Authority 

This  Authority  is  authorized  to  issue  bonds  to  the  limit  of  $80,000,000, 
but  as  of  May  31,  1952,  only  $40,000,000  had  been  obtained  by  this  means.  Direct 
contract  construction  in  the  fiscal  year  ending  May  31,  1951  amounted  to  $11,269,000. 
This  figure  for  the  fiscal  year  1952  was  not  available.  Rentals  paid  out  of  the 
Motor  License  Fund  for  the  year  1952,  however,  amounted  to  $663,000. 

General  Description  of  Authorities 

Authorities  are  created  by  Acts  of  the  General  Assembly  of  the  Commonwealth 
of  Pennsylvania  and  are  in  effect  incorporated  by  the  State  for  the  purpose  of  con- 
structing, improving,  equipping,  furnishing,  maintaining,  acquiring,  and  operating 
various  projects  of  public  works  for  which  the  various  Authorities  are  designed. 

To  carry  out  their  purposes,  the  Authorities  are  authorized  to  borrow  money. 
They  may  make  the  issue  negotiable  notes,  bonds,  or  other  evidences  of  indebtedness 
or  obligation.  Usually  there  is  a stipulated  aggregate  limit  to  the  dollar  volume  of 
indebtedness  specified  in  the  Act.  It  is  provided,  however,  that  the  Authorities 
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shall  have  no  power  at  any  time,  or  in  any  manner,  to  pledge  the  credit  or  taxing 
power  of  the  Commonwealth  or  any  of  its  cities,  counties,  school  districts  or  other 
public  subdivisions,  nor  shall  any  of  these  be  liable  for  the  payment  of  principal  or 
interest  on  such  obligations. 

Authorities  are  operated  by  Boards  of  Directors,  certain  members  of  which 
are  named  in  the  various  Acts  by  their  titles  in  the  State's  executive  organization. 
The  Authorities  are  endowed  with  all  of  the  rights  and  privileges  to  transact  business 
as  a corporate  enterprise  with  the  additional  power  of  eminent  domain. 

In  effect,  the  Authorities  build,  lease,  equip,  or  otherwise  acquire, 
capital  buildings,  highways,  or  other  projects  from  money  obtained  from  the  sale  of 
bonds  which  are  issued  under  their  privileges  as  corporations.  Having  acquired  the 
projects,  the  Authorities  rent  them  to  the  State,  Municipality,  or  School  District  at 
a stipulated  rental  which  is  sufficient  to  amortize  the  bonds  issued  as  they  fall  due 
and  to  cover  expenses  incidental  to  providing  the  facility.  When  all  expenses  have 
been  thus  defrayed,  the  property  becomes  the  possession  of  the  using  agency. 

Other  than  to  provide  for  competitive  bidding  on  contracts  amounting  to 
$500  or  more,  and  for  proper  bonding  of  the  contractors,  the  various  Acts  do  not 
specify  any  procurement  policies.  Therefore,  the  procurement  procedures  and  practices 
are  the  responsibilities  of  the  Authorities.  All  three,  however,  have  established 
procedures  which  comply  exactly  with  those  governing  contracting  by  integral  units  of 
the  State  Government  as  outlined  in  some  detail  in  Appendix  A. 

All  three  of  the  Authorities  were  considered  to  be  logical  subjects  for 
inclusion  in  this  survey.  Indirectly,  all  of  the  expenditures  made  by  the  Authorities 
will  ultimately  be  paid  for  out  of  taxes.  For  this  reason,  the  Authorities  are  dealt 
with  as  though  they  were  integrated  within  the  main  body  of  State  Government. 
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B.  Procurement  Within  The  Main  Body  of  The  State  Government 

1.  The  Pennsylvania  Liquor  Control  Board 

This  Board  is  authorized  to  perform  the  procurement  function  of  the  resale 
items  which  it  controls;  that  is,  liquor.  Purchases  of  this  commodity  during  a 
year's  time  amount  to  about  $150,000,000.  There  is  no  appropriation  for  the  opera- 
tion of  this  Board  since  it  operates  on  its  own  receipts  and  turns  over  profits 
to  the  State  General  Tax  Fund.  These  profits  in  the  fiscal  year  1952,  amounted 
to  $43,000,000.  This  figure  does  not  include  the  State  tax  on  liquor  which 
amounted  to  an  additional  $20,000,000.  All  procurement  of  services,  equipment  and 
supplies,  except  liquor,  is  carried  out  through  the  Department  of  Property  and 
Supplies, 

Because  of  the  unique  merchandising  aspects  of  the  type  of  procurement  per- 
formed by  this  Board,  no  recommendation  has  been  made  to  place  it  under  a centra- 
lized purchasing  administration  either  for  direct  line  responsibilities  or  for 
general  policy  direction.  Because  such  procurement  does  have  a direct  effect  on 
taxes,  however.  Recommendation  No.  12  suggests  that  a merchandising  organization 

) 

be  requested  to  examine  the  policies  and  procedures  of  this  Board. 

2.  The  Department  of  Highways 

The  Department  of  Highways  is  authorized  to  let  its  own  contracts  for  the 
construction  of  new  highways  and  bridges  which  amounted  to  $66,403,000  in  the 
fiscal  year  ending  May  31,  1952.  Maintenance  and  repair  equipment  and  supplies  for 
this  Department  are  purchased  through  the  Bureau  of  Highway  purchases  in  the  De- 
partment of  Property  and  Supplies. 

This  unit  is  covered  by  the  recommendations  in  this  report. 

3.  Institutions 

There  are  a total  of  6l  different  institutions  in  the  Department  of  Health, 
the  Department  of  Military  Affairs,  the  Department  of  Public  Construction,  and 
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the  Department  of  Welfare,  which  are  authorized  to  perform  their  own  procurement 
of  perishable  foodstuffs  and,  up  to  $4,000,  maintenance  repairs.  This  procurement 
is  controlled  directly  at  the  institutions  with  the  parent  organization  reviewing 
transactions  to  see  that  correct  procedures  have  been  followed. 

The  procurement  by  institutions  is  covered  by  recommendations  in  this  report. 

4.  The  Fish  and  Game  Commissions 

These  commissions  are  authorized  to  procure  certain  items  peculiar  to  their 
type  of  operation.  This  includes  specialized  foodstuffs,  fingerlings,  etc. 

Because  of  the  specialized  nature  of  this  procurement  and  the  relatively 
insignificant  dollar  volume  of  purchases  involved,  these  commissions  were  eliminated 
from  coverage  by  this  report. 

5.  The  Department  of  Property  and  Supplies 

To  some  extent,  the  procurement  of  materials,  supplies  and  equipment  for 
State  Departments,  Commissions,  and  Agencies,  has  been  centralized  and  is  the 
responsibility  of  the  Department  of  Property  and  Supplies.  An  organization  chart 
of  this  Department  is  shown  in  Exhibit  No.  2.  The  chart  as  shown  is  the  theoretical 
organization,  but  in  actual  practice  there  is  one  exception  to  the  responsibilities 
as  shown.  According  to  the  chart,  the  Bureau  of  Highway  purchases  reports  directly 
to  the  Director  of  Purchases,  Inquiry  showed,  however,  that  the  Director  of 
Purchases  had  no  control  over  the  Bureau  of  Highway  Purchases  which,  so  far  as 
could  be  determined,  reports  directly  through  the  Deputy  Secretary  to  the  Secretary 
of  Property  and  Supplies.  Although  purchasing  activities  have  been  centralized 
in  the  Department  of  Property  and  Supplies,  the  various  bureaus  performing  the 
procurement  function  operate  with  little  or  no  guidance  from  the  Secretary  of  the 
Department  since  much  of  the  Secretary's  time  is  occupied  with  the  miscellaneous 
Boards  and  Commissions  within  the  Department  which  are  not  involved  basically  in 
procurement. 
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The  various  Bureaus  within  the  Department  of  Property  and  Supplies  forming 

the  procurement  function  are  as  follows: 

a.  Bureau  of  Purchases 

The  Bureau  of  Purchases  was  responsible  for  the  buying  of  $21,848,000 
worth  of  commodities  in  the  fiscal  year  ending  May  31,  1932.  The  only  break- 
down of  these  transactions  available  was  vague  at  best.  Contract  purchases 
amounted  to  $6,688,000  and  covered  that  procurement  in  which  the  needs  of  the 
various  using  agencies  were  accumulated  and  contracts  were  entered  into  to 
supply  such  using  agencies  for  a year's  time.  Non-contract  purchases  which 
amounted  to  $12,685,000  were  those  in  which  the  day-to-day  requisitions  were 
satisfied  by  advertising  material  to  be  procured,  receiving  closed  bids,  and 
placing  orders  with  the  lowest  bidder.  "Field  Limited"  purchases  amounted  to 
$2,475,000  and  covered  purchases  in  which  the  orders  were  actually  issued  by 
the  agencies,  particularly  the  institutions. 

b.  Bureau  of  Highway  Purchases 

The  Bureau  of  Highway  Purchases  is  directly  responsible  for  the  procure- 
ment of  a number  of  commodities  peculiar  to  the  Department  of  Highways.  The 
dollar  volume  of  this  procurement  for  the  fiscal  year  1952,  amounted  to 
$28,197,000. 

c.  Bureau  of  Publications 

This  Bureau  is  responsible  for  all  purchases  of  paper,  except  paper 
products  (paper  cups,  paper  towels,  etc.).  It  is  also  responsible  for  letting 
out  printing  contracts  for  which  the  paper  is  supplied.  In  the  fiscal  year 
ending  May  31,  1952,  the  total  amount  of  such  purchases  and  contracts  amounted 
to  $2,806,000.  x 


23 


d.  Bureau  of  Engineering  and  Construction 


The  Bureau  of  Engineering  and  Construction  is  responsible  for  letting 
contracts  for  new  construction  of  buildings  and  also  for  repairs  to  existing 
buildings  in  case  the  total  repair  costs  should  exceed  $4,000.  The  exact 
dollar  volume  of  this  procurement  could  not  be  determined. 

An  attempt  has  been  made  in  Exhibit  No.  3 to  analyze  purchases  by  procure- 
ment units  and  by  commodity  groupings.  The  x's  used  on  the  chart  indicate  that  al- 
though it  was  known  that  the  indicated  Bureau,  Department,  or  Authority,  performs  the 
procurement  function  in  that  particular  commodity  group,  the  dollar  volume  of  such 
procurement  could  not  be  determined.  In  many  cases,  the  reason  for  this  is  to  be 
found  in  the  accounting  system  of  the  State.  For  example,  although  it  is  known  that 
$13,972,000  was  expended  for  food  and  forage  in  the  fiscal  year  1952,  no  breakdown 
could  be  made  between  the  dollar  amount  of  perishables  ordered  by  institutions  and 
the  dollar  amount  of  canned  goods  ordered  by  the  Bureau  of  Purchases.  Canned  foods 
are  contracted  for  by  the  Bureau  of  Purchases,  but  the  invoices  are  sent  to  the  insti- 
tutions and  entered  into  their  budget  reports  mixed  with  the  payments  for  perishables. 
No  records  are  kept  in  the  Bureau  of  Purchases  showing  the  dollar  volume  procured  by 
the  various  commodities.  It  should  be  noted  that  the  chart  shown  in  Exhibit  No.  3 
covers  only  the  procurement  units  in  the  State  government  dealt  with  in  this  report, 
and  does  not  cover  units  which  have  been  eliminated  for  various  reasons. 

\ , | l , fi  / ) 

Conclusions 

The  procurement  function  of  the  State  of  Pennsylvania  is  divided  among  a great 
number  of  Departments,  Boards,  Commissions,  and  Authorities.  There  is  no  centralized 
responsibility,  direction  or  control.  Existing  restrictive  legislation  to  a large  extent, 
eliminates  the  need  for  centralization  of  these  functions  since  responsibility  is  not  dele- 
gated, and  close  direction  and  control  are  provided  thereby.  / 
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Other  recommendations  in  this  report  require  that  restrictive  legislation  be 
revised,  and  that  procurement  agents  be  given  greater  latitude  in  obtaining  goods  and 
services  so  that  the  greatest  value  can  be  obtained  by  the  State  at  the  least  cost.  If 
these  recommendations  are  adopted  without  strong  centralized  responsibility,  direction, 
and  control,  it  is  inevitable  that  purchasing  values  will  be  unduly  subordinated  to  conven- 
ience, expediency,  or  personal  preferences,  or  will  be  overlooked  simply  because  of  lack  of 
skill  or  knowledge  of  best  purchasing  practices, 

Strong  central  administration  is  standard  among  commercial  procurement  operations 
widely  diversified  both  physically  and  functionally.  Centralization  is  considered  to  be 
mandatory  in  order  to  establish  uniform  procedures,  to  achieve  standardization  of  equipment 
and  materials,  to  maintain  records  requisite  to  achieving  economies,  and  to  obtain  price 
and  service  advantages.  When  good  reasons  exist  for  decentralized  buying,  accepted  best 
practice  is  to  provide  necessary  administrative  control  by  procurement  policy  determination 
and  by  staff  supervision  of  actual  procurement  in  the  operating  groups,  p* *- 

It  is  felt  that  the  department  under  a Director  of  Procurement  should  be  devoted 
exclusively  to  the  procurement  function  and  that  he  should  not  be  made  responsible  for 
Bureaus,  Boards  and  Commissions  not  mainly  involved  in  this  function. 

Recommendations 

Remove  from  the  Department  of  Property  and  Supplies  all  activities  except  those 
which  are  basically  involved  in  procurement.*  Change  the  title  "Secretary  of  Property 
and  Supplies"  to  "Secretary  of  Procurement."  ( 


*It  is  suggested  that  redistribution  of  functions  presently  performed  by  the  Bureau  of 
Property  and  Supplies  which  are  basically  foreign  to  procurement,  be  recommended  by  the 
Chesterman  Committee  in  its  report, 
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Duties  and  responsibilities  of  the  Secretary  of  Procurement  would  be  as 

follows: 

1.  Direct  line  supervision  over  the  following  activities: 

a.  Bureau  of  Purchases  (including  highway  supplies  procurement). 

b.  Printing  and  Publications. 

c.  Bureau  of  Standards. 

A functional  organization  chart  showing  the  basic  line  and  staff  responsibilities  of 
the  Secretary  of  Procurement  is  shown  in  Exhibit  No.  4.  This  chart  points  out  the 
direct  line  responsibilities  by  a solid  line,  and  the  staff  responsibilities  by  a 
dotted  line. 

2.  Staff  responsibility  for  purchasing  activities  in  the  following  areas: 

a.  Purchases  made  by  field  institutions  directly  from  suppliers.  (The  Administrative 
Code  authorizes  some  purchases  of  goods  and  services  which  are  not  channeled 
through  the  Department  of  Properties  and  Supplies.  See  Appendix  A,  paragraphs  4 
and  5 ) . 

b.  Procurement  by  General  State  Authority,  Highway  and  Bridge  Authority,  and  Public 
School  Building  Authority. 

c.  Procurement  by  the  Bureau  of  Engineering  and  Construction. 

d.  Procurement  by  the  Department  of  Highways. 

3.  Exempt  from  any  supervision  whatsoever  by  the  Director  of  Procurement  the  following 
units: 

a.  Liquor  Control  Board  - resale  procurement  only. 

b.  Turnpike  Commission 

c.  The  Delaware  River  Port  Authority 

d.  The  Delaware  River  Joint  Toll  Bridge  Commission 
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LINE  AND  STAFF  RESPONSIBILITIES  - SECRETARY  OF  PROCUREMENT 


I 


e.  Pennsylvania  State  College 

f.  Fish  Commission  (to  the  extent  now  empowered  to  purchase  direct) 

g.  Game  Commission  (to  the  extent  now  empowered  to  purchase  direct) 

4.  Exhibit  No.  5 displays  a suggested  flow  of  procurement  policy  formulation  and  dissemin- 
ation. The  dotted  line  flow  may  be  interpreted  as  the  channels  through  which  problems 
not  covered  by  existing  policies  will  be  directed  for  decision.  In  the  event  that  such 
problems  should  arise,  they  will  be  directed  to  the  Secretary  of  Procurement  for  de- 
cision or  interpretation  of  existing  policy.  If  he  should  feel  the  need  for  advice  on 
such  problems,  he  may  refer  them  to  the  Advisory  and  Review  Committee  (outlined  below). 
If  such  problems  are  still  considered  to  be  so  fundamental  as  to  warrant  carding  them 
to  a higher  echelon,  they  may  be  referred  to  the  Governor's  executive  board  for  con- 
sideration.  After  a decision  or  an  interpretation  of  existing  policy  has  been  made, 
the  flow  of  such  policy  dissemination  will  be  as  indicated  by  the  solid  line  in  Exhibit 
No.  5. 

The  chart  shown  in  Exhibit  No.  6 merely  points  out  that  the  administration  of 
policy  will  be  the  direct  responsibility  of  the  Secretary  of  Procurement  for  all  of  the 
Bureaus,  Departments  and  Authorities  outlined  on  the  chart. 

5.  The  Secretary  of  Procurement  should  have  the  authority  to  direct  the  combining  of 
purchases  of  commodities,  if  he  feels  such  action  would  be  advantageous  to  the  State, 
even  though  they  are  currently  being  purchased  by  different  agencies. 

6.  The  Secretary  of  Procurement  should  have  the  responsibility  for  and  legislative  author- 
it2?"  to  audit  the  activities  of  purchasing  groups  outside  of  his  direct  supervision. 

Such  audits  would  be  made  at  the  discretion  of  the  Secretary  of  Procurement,  but  should 
be  made  at  least  once  each  year. ' They  should  cover  compliance  with  authorized  policies, 
use  of  approved  specifications  and,  in  addition,  should  be  a review  of  administrative 
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FLOW  OF  PROCUREMENT  POLICY  FORMULATION  AND  DISSEMINATION 
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competence.  The  Secretary  of  Procurement  should  be  required  to  submit  a written 
report  to  the  Governor  and  to  the  Advisory  and  Review  Committee  giving  the  results 
of  these  audits. 

An  Advisory  and  Review  Committee,  consisting  of  the  Secretary  of  Procurement  as  Chair- 
man, the  heads  of  other  agencies  involved  in  procurement,  and  an  equal  number  of 
industrial  procurement  executives,  should  be  appointed  by  the  Governor  and  should  meet 
periodically.  The  functions  of  this  committee  will  be: 

a.  To  act  as  council  to  the  Secretary  of  Procurement  on  matters  of  policy  and  admin- 
istration. 

b.  To  hear  any  logical  complaints  by  dissatisfied  suppliers  and  to  recommend  correc- 
tive action  to  the  Secretary  of  Procurement  where  the  supplier's  grievance  is 
found  to  be  just.  ^ 

c.  To  act  as  a Board  of  Review  if  differences  of  opinion  arise  between  the  Department 
of  Procurement  and  other  procurement  agencies,  and  to  make  reports  to  the  Governor 
if  necessary. 
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RECOMMENDATION  NO.  2 - Guidance  for  Buyers  of  Perishables 


Findings 

A number  of  different  types  of  institutions  were  visited  in  the  course  of 
this  survey  (see  Appendix  B).  It  was  found  that  the  persons  at  the  various  institutions 
who  are  responsible  for  determining  what  perishable  foodstuffs  to  buy  and  in  what 
quantities,  varied  from  dietitians  to  what  amounted  to  no  more  than  a chief  cook.  These 
people  were  supposedly  charged  with  keeping  up  to  date  on  trends  in  prices  and  supplies 
of  various  types  of  foodstuffs  on  the  open  market  and  with  making  out  menus  accordinglv. 

This  was  true  despite  the  fact  that  in  many  cases  foodstuffs  had  to  be  requisi- 
tioned as  much  as  a month  to  six  weeks  in  advance  of  the  time  of  expected  receipt. 

The  unwieldy  bid  process  is  the  cause  for  this  time  lapse, 

Conclusions 

Expert  advice  to  the  various  persons  in  the  various  institutions  who  make  up 
the  menus  would  more  than  pay  for  itself  in  savings  on  perishables.  Currently,  the 
emphasis  is  on  presenting  a well-rounded  appetizing  menu  to  the  various  inmates,  patients, 
and  students  at  the  various  State  institutions.  This  might  still  be  accomplished  while 
keeping  in  mind  the  foods  which  will  be  low  in  price  during  the  periods  covered  by  the 
menus.  For  example,  emphasis  might  be  put  on  menus  specifying  lamb  dishes  during  a 
period  when  it  was  known  that  lamb  would  be  exceptionally  low  in  price. 

Currently,  perishables  must  be  procured  by  the  time  consuming  bid  process 
which  requires  that  firm  prices  be  supplied  by  vendors  far  in  advance  of  the  actual 
date  of  supply  of  the  perishable.  Since  prices  of  perishables  inherently  may  vary 
widely  from  week  to  week,  this  practice  inevitably  leads  to  the  conclusion  that  either 
the  supplier  or  the  State  may  be  injured  depending  on  the  direction  of  price  change. 
Recommendations 

We  subscribe  to  the  recommendations  in  the  "Survey  of  Institutional  Feeding," 
by  the  Subcommittee  on  Institutional  Feeding,  as  to  "what"  shall  be  bought.  It  is  felt 
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that  the  responsible  procurement  agents  at  the  various  institutions  should  be  guided 
by  the  staff  outlined  in  Item  3 in  the  Administrative  Organization  Section  of  the 
Recommendations  in  that  report,  on  the  "what"  of  perishable  procurement. 

As  for  the  "how"  of  perishable  procurement  and  trends  in  food  prices,  it  is 
felt  that  they  should  receive  direction  from  the  Department  of  Procurement.  Therefore, 
it  is  recommended  that  the  Secretary  of  Procurement  establish  a staff  within  his  depart- 
ment which  would  be  devoted  to  keeping  the  various  institutions  posted  on  trends  in 
food  prices  and  economical  quantities  of  the  various  foodstuffs  in  the  event  that  storage 
facilities  at  the  institutions  allow  such  a latitude  in  buying.  - 

A system  is  also  recommended  whereby  a list  of  current  market  prices  of 
perishables  would  be  published  by  this  staff  to  the  institutions  at  close  intervals.  If 
prices  under  those  publicized  can  be  obtained  by  the  procurement  agents  at  the  various 
institutions,  then  the  agents  should  have  authorization  to  buy  perishables  without  going 
through  the  bid  process.  This  freedom  could  improve  both  the  quality  and  service. 


34 


RECOMMENDATION  NO,  3 - Improvement  of  Bureau  of  Standards 


Findings 

A total  of  seventeen  people  currently  staff  the  Bureau  of  Standards.  While 
equipment  appears  to  be  adequate  for  present  activities,  working  space  is  crowded.  This 
Bureau,  at  present,  is  totally  inadequate  in  scope,  administration,  and  performance,  as 
well  as  size,  ^ 

Specifications  produced  by  this  Bureau  are  incomplete  and  out  of  date  in  a 
majority  of  cases.  Existing  specifications  on  paint  were  said  to  be  thirty  years  old. 
When  a unit  requested  a more  recent  type  of  paint,  which  seemed  best  suited  for  its 
particular  use,  it  had  to  obtain  special  permission  before  the  paint  could  be  purchased. 

There  is  no  adequate  means  of  establishing  firm  standards  on  equipment  and 
furnishings.  Consequently,  there  exists  a wide  variation  in  types  and  costs  of  such 
items  throughout  the  State  institutions.  > 

Much  of  the  work  of  the  Bureaus  seems  to  be  dominated  by  strictly  technical 
considerations.  Consequently,  specifications  are  not  always  written  to  existing  commer- 
cial standards  of  quality  which  would  suit  the  purpose  equally  well.  One  case  was 
found  where  a soap  specification  does  not  conform  to  any  existing  commercial  specifica- 
tions with  the  result  that  every  time  this  soap  is  procured,  it  is  made  up  specially  for 
the  State, 

No  attempt  is  made  to  review  architectural  or  engineering  specifications  from 
the  purchasing  viewpoint  to  insure  getting  the  best  value  for  each  dollar  expended. 

Technical  professional  equipment  is  bought  on  the  low  bid  process  with  the 
result  that  equipment  is  procured  which  is  not  familiar  to  the  professional  personnel 
using  it.  One  case  was  found  where  a doctor  absolutely  refused  to  use  equipment  pro- 
cured in  this  manner  on  the  basis  that  the  patient's  life  was  his  responsibility.  He 
refused  to  be  handicapped  in  an  operation  by  unfamiliar  equipment. 
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Conclusions 


Either  this  Bureau  has  been  neglected  by  the  administration  or  it  has  been 
inadequately  managed.  We  do  not  feel  that  the  importance  of  adequate  standards  and 
specifications  is  appreciated  by  the  State,  nor  do  we  feel  that  their  use  is  given 
proper  emphasis  in  the  procurement  function. 

The  Bureau  of  Standards  should  perform  many  of  the  functions  for  the  State 
that  an  organization  like  "Consumers'  Research"  performs  for  the  public.  By  determining 
value  versus  price  for  many  of  the  items  that  the  State  purchases,  the  Bureau  of 
Standards  could  be  of  inestimable  value. 

In  this  Bureau  should  be  lodged  the  discretion  and  the  authority  to  make 
decisions  based  upon  the  exercise  of  professional  knowledge  and  judgment  rather  than 
rules.  1/ 

The  establishment  of  a well  functioning  Bureau  of  Standards  requires  personnel 
with  as  much  commercial  sense  as  technical  knowledge.  The  very  highest  type  of  admin- 
istrative skill  will  be  required  of  the  Bureau  Director. 

This  Bureau  is  the  last  refuge  from  political  pressure  and  the  front  line  of 
procurement  decision  making  in  a governmental  body. 

Procuring  supplies  and  equipment  to  obsolete  specifications  prevents  the  State 
from  taking  advantage  of  the  latest  developments  of  industry.  This  factor,  in  itself, 
may  result  in  many  inefficiencies  throughout  the  State's  operation. 

Neither  the  Bureau  of  Standards  nor  the  Department  of  Property  and  Supplies, 
has  given  attention  to  architectural,  engineering,  or  other  contract  specifications. 

This  type  of  transaction  comprises  the  largest  dollar  volume  and  is  the  greatest  source 
of  potential  savings  in  the  procurement  field. 

The  use  of  industrial  standards  on  equipment  and  furnishings  will  prevent 
wide  variations  in  quality  and  consequently  will  prevent  the  procurement  of  luxury 


36 


• • 


I 


furnishings,  and  furnishings  which  will  have  a low  cost  but  give  poor  service.  Both 
of  these  cases  result  in  unjustified  expense  to  the  State. 

The  procurement  of  commodities  to  specifications  which  are  exclusive  with  the 
State  is  causing  the  State  to  pay  undue  premiums  in  both  time  and  service.  Slight 
compromises  in  State  specifications  to  meet  existing  commercial  specifications  will  pay 
off  in  both  material  costs  and  savings  on  delivery  time. 

When  it  is  considered  that  professional  personnel  have  the  responsibility  of 
saving  lives  dependent  upon  skills  which  they  develop  over  a long  period  of  training 
and  experience,  it  is  unfair  to  ask  them  to  use  equipment  with  which  they  are  unfamiliar 
in  delicate  operations.  Obviously,  some  method  must  be  developed  so  that  material  can 
be  procured  which  will  be  acceptable  to  the  professional  personnel  using  it. 
Recommendations 

We  recommend  that  the  Director  of  the  Bureau  of  Standards  be  given  an  important 
place  in  the  Department  of  Procurement.  We  further  recommend  a more  detailed  study  of 
the  problems  presently  confronting  the  Bureau  of  Standards  after  which  suitable  measures 
should  be  taken  to: 

1.  Reorganize  the  Bureau  so  as  to  give  proper  weight  and  recognition  to  its  various 
functions . 

2.  Provide  for  analysis  and  review  of  engineering  and  architectural  specifications 
applicable  to  contracts. 

3.  Study  new  products  and  furnish  specifications  to  fit  them  into  the  Commonwealth's 
procurement  pattern. 

4.  Distribute  in  a more  extensive  and  orderly  fashion  all  standards  and  specifications 
to  procurement  agencies  throughout  the  Commonwealth. 

5.  Establish  the  Bureau  of  Standards  as  the  final  and  absolute  authority  for  decisions 
on  quality  of  goods  purchased  to  specifications  established  by  them  and  accepted  by 
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other  departments  as  outlined  below.  ' 

6.  Eliminate  highly  special  specifications  wherever  possible;  the  object  being  to 
utilize  producer's  standards  in  the  broadest  practical  way  so  that  regular  commercial 
commodities  may  be  purchased  and  utilized  at  a saving  to  the  Commonwealth.  Buyers 
should  always  be  consulted  before  establishing  any  specification  which  will  eliminate 
the  use  of  commercial  products. 

7.  Institute  the  use  of  acceptable  brands  lists  for  commodities  on  which  it  is  difficult 
or  impossible  to  write  satisfactory  specifications.  Tests  for  determining  the 
acceptability  of  a product  for  the  "acceptable  brands"  list  would  be  at  the  expense 
of  the  supplier,  v-" 

8.  Eliminate  the  undesirable  "or  equal"  specification  by  developing  performance  require- 
ments to  the  fullest  extent  practicable,  t 

To  supplement  the  activities  of  the  Bureau  of  Standards,  we  recommend  the 
setting  up  of  at  least  three  committees  on  standards  and  specifications  consisting  of 
technicians  from  the  Bureau  of  Standards,  representatives  of  the  Department  of  Procure- 
ment, and  representatives  from  departments  having  the  most  important  uses  for  the  pro- 
ducts under  consideration.  These  committees  would  be  concerned  with  the  following 
standards  and  specifications:  l/MiM  j ' ■’  | L’  A l-'1  ' j 

1.  Furniture  and  fixtures  and  miscellaneous  supplies. 

2.  Architectural  and  building  engineering  specifications. 

3.  Bridge  and  highway  specifications. 

It  would  be  the  function  of  these  committees  to: 

1.  Suggest  to  the  Bureau  of  Standards  situations  where  review  of  specifications  or 
establishment  of  standards  might  be  desirable. 

2.  Cooperate  with  the  Bureau  of  Standards  in  developing  information  necessary  to 
reaching  a decision. 


38 


< 


3.  Review  standards  and  specifications  suggested  by  the  Bureau  of  Standards  and  accept 
such  standards  on  behalf  of  the  organizations  they  represent  if  the  recommendations 


are  satisfactory.  If  there  is  a difference  of  opinion,  the  dispute  would  be  re- 
ferred to  the  Advisory  and  Review  Committee  (see  Detailed  Recommendation  No  1, 
Page  15)  and,  if  necessary,  to  the  Governor  for  a final  decision  which  will  be 
binding  on  all  parties. 

4.  Review  any  requests  for  materials  which  do  not  conform  to  published  standards  and 
recommend  to  the  procurement  representatives  the  acceptance  or  rejection  of  such 


requests.  ^ 

5.  Act  as  advisor  to  the  Bureau  of  Standards  on  questions  relating  to  conformance 
with  established  standards. 


in  a position  to  assume  such  responsibility  as  is  intended  in  our  recommendations,  we 
suggest  that  the  using  agency  be  consulted  before  making  determination  of  equivalency 
on  bid  proposals  where  the  "or  equivalent"  clauses  are  used.  Important  differences  of 
opinion  should  be  referred  to  the  Secretary  of  Procurement  for  decision.  ^ 


apparatus,  we  suggest  that  a committee  of  professional  personnel  be  established.  This 
group  would  be  charged  with  setting  specifications  or  selecting  one  or  more  desirable 
brands  for  each  type  of  professional  apparatus  used.  They  would  also  be  charged  with 


As  an  interim  arrangement  designed  to  serve  until  the  Bureau  of  Standards  is 


To  combat  the  problem  outlined  in  "Findings"  regarding  technical  professional 


answering  the  arguments  of  activities  that  requisition  special  apparatus  of  which  the 


committee  does  not  approve. 
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RECOMMENDATION  NO.  4 - Modification  of  Competitive  Bidding  System 


Findings 

With  a few  minor  exceptions,  all  negotiations  are  conducted  by  means  of  competi- 
tive bidding.  Lists  of  vendors  are  maintained  for  the  various  classifications  of  products. 
For  the  most  part,  these  lists  are  built  up  by  application  on  the  part  of  the  supplier  or 
in  response  to  newspaper  advertising  of  bids.  When  issuing  invitations  to  bid,  copies  of 
the  inquiry  are  sent  in  triplicate  to  each  vendor  listed.  Over  a period,  the  lists  be- 
come quite  lengthy  with  the  result  that  considerable  clerical  effort  is  expended  in  pre- 
paring and  mailing  bid  proposals.  Observation  indicated  that  especially  on  the  longer 
lists,  the  percentage  of  response  was  comparatively  low.  Some  effort  is  directed  towards 
deleting  names  of  suppliers  that  fail  to  bid  over  a period  of  time,  but  this  procedure,  as 
it  now  is  exercised,  is  not  positive  enough  to  provide  adequate  control. 

In  interviewing  personnel  of  the  using  agencies,  one  of  the  most  frequently 
heard  complaints  was  that  the  existing  procedure  incurs  excessive  delays  from  the  time  a 
requisition  is  issued  until  the  material  is  received.  It  was  stated  that  it  was  not  un- 
common for  the  time  lapse  between  the  issuance  of  a requisition  and  receipt  of  material 
to  run  from  six  months  to  a year. 

Conclusions 

One  of  the  primary  objectives  of  the  State  procurement  program  should  be  to  pro- 
vide the  requisitioning  agency  with  material  needed  so  that  the  operation  of  the  using 
agency  is  not  hampered.  This  would  involve  relaxing  the  low  bid  requirements  in  cases 
where  the  bid  process  is  unwieldy  or  the  material  is  urgently  needed.  The  Federal  Govern- 
ment has  made  provision  for  this  in  the  "Federal  Property  and  Administrative  Services  Act 
of  1949."  Some  system  for  eliminating  excessively  heavy  paper  work  will  also  facilitate 
the  procurement  function  as  will  the  consideration  of  historical  performance  in  placing 
orders  with  suppliers. 
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Recommendations 


Continuation  of  competitive  bidding  as  the  basis  for  procurement  negotiations 
by  the  Commonwealth  is  recommended  with  several  modifications.  Effective  use  of  devia- 
tions from  the  bid  procedure  should  be  permitted  where  any  one  of  the  following  conditions 
exist : 

1.  It  is  determined  by  the  Governor  on  recommendation  by  the  Secretary  of  Procurement, 
that  suspension  of  competitive  bidding  procedure  should  be  permitted  in  the  public 
interest  during  the  period  of  a national  emergency  declared  by  the  President  of  the 
United  States  or  by  the  Congress. 

2.  The  public  exigency  will  not  admit  of  the  delay  incident  to  advertising. 

3.  The  aggregate  amount  involved  does  not  exceed  $25* 

4.  For  personal  or  professional  service. 

5.  For  any  service  to  be  rendered  by  any  State  or  educational  institution. 

6.  For  supplies  or  services  for  which  it  is  impractical  to  secure  competition. 

No  supplier  should  be  invited  to  bid  when: 

1.  A poor  performance  record  on  past  business  indicates  that  he  is  no  longer  an  acceptable 
source  of  supply. 

2.  He  has  not  responded  to  three  previous  inquiries  consecutively  on  the  same  or  like 
commodities,  u 

3.  It  is  known  that  his  product  will  not  meet  established  standards  and/or  specifications. 

4.  He  has  previously  stated  that  he  cannot,  or  will  not,  comply  with  the  Commonwealth's 
established  contractual  procedures  and  policies. 

To  reduce  clerical  work  and  still  offer  all  acceptable  vendors  a fair  oppor- 
tunity to  bid,  it  may  be  advisable  to  arrange  long  lists  of  bidders  into  smaller  groups 
and  rotate  the  invitations  among  these  groups.  This  can  be  done  successfully  providing 
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there  is  enough  volume  to  make  the  rotation  frequently.  All  lists  should  be  constantly 
pruned  of  any  inactive,  undesirable  or  extraneous  sources. 
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RECOMMENDATION  NO.  5 - Enlargement  of  Buyers'  Responsibilities 


Findings 

Currently,  buyers  may  process  orders  and  approve  commitments  totaling  $100  or 
less,  under  the  supervision  of  the  Director  of  Purchases.  If  orders  should  exceed  $100, 
approvals  must  be  obtained  from  a number  of  different  departments  before  a commitment 
can  be  made.  (See  Appendix  A,  paragraph  2.) 

Similarly,  present  policy  limits  the  use  of  Field  Limited  purchase  orders  by 
institutions  to  commitments  totaling  $50  or  less  in  cost.  (See  Appendix  A,  paragraph  A.) 
Over  this  amount,  requisitions  must  be  sent  through  regular  channels  through  the  Depart- 
ment of  Property  and  Supplies  in  Harrisburg,  thereby  necessarily  involving  the  additional 
time-consuming  aspect  of  transmittal  through  the  mails  and  processing  through  the  buying 
units  in  Harrisburg. 

Conclusions 

By  the  very  nature  of  these  limitations,  it  is  obvious  that  were  the  dollar 
limits  extended,  much  of  the  routine  involved  would  be  eliminated  on  a number  of  orders 


of  minor  consequence. 
Recommendation 


/ 
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The  present  limitation  on  the  approval  of  commitments  by  buyers,  without  being 
approved  in  other  departments,  should  be  extended  to  $500.  Much  time  could  thus  be  saved 
in  signing  off  commitments  and  the  processing  of  purchase  orders  would  be  expedited  con- 
siderably. < 


This  recommendation,  along  with  a number  of  others,  requires  that  much  more  dis- 
cretion be  allowed  the  various  procurement  agents  in  making  procurement  contracts.  As  a 
counter-measure  to  any  charges  of  favoritism  which  might  arise,  it  is  recommended  that  an 
open  record  be  maintained  of  all  transactions  for  a definite  period  after  such  transactions 
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have  been  made.  Suppliers  should  be  informed  of  the  availability  of  such  records.  If, 
after  the  disgruntled  supplier  has  reviewed  the  transaction,  he  still  feels  that  he  has 
been  unduly  discriminated  against,  he  may  carry  his  complaint  to  the  Advisory  and  Review 
Committee  (see  Detailed  Recommendation  No.  1,  Page  15). 

It  is  also  recommended  that  the  present  limitation  of  $50  on  Field  Limited 
purchase  orders  be  extended  as  follows: 

a.  Up  to  $25  - Field  orders  may  be  placed  without  bids. 

b.  From  $25  to  $100  - Field  Limited  purchase  orders  may 
be  issued  locally  after  competitive  bids  have  been 
taken. 

For  orders  under  a $25  total,  the  clerical  cost  and  time  consumed  in  obtaining 
competitive  bids  more  than  offsets  any  savings  in  cost  that  might  be  made  through  bids. 

» 

The  devaluation  of  the  dollar  over  the  last  20  years  makes  the  present  $50  upper 
limit  too  low;  $100  is  more  realistic. 

4 

One  suggestion  which  has  been  made  is  that  in  cases  where  a number  of  small 
"pick-up"  purchases  are  made  in  the  same  commodity  grouping,  the  field  buyers  obtain 
quotations  from  the  various  suppliers  in  that  locality  based  on  discounts  from  list 
prices.  These  quotations  would  cover  a period  of  time  and,  for  the  duration  of  that 
period,  all  purchases  of  that  commodity  grouping  would  automatically  be  made  from  the 
supplier  offering  the  best  discounts,  i/ 
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RECOMMENDATION  NO,  6 - Definite  Commitments  to  Suppliers 


Findings 

The  Department  of  Property  and  Supplies  prepares  classified  lists  of  materials 
and  supplies  in  constant  demand  and  arranges  for  contracts  for  their  supply  on  a period 
basis.  (The  contract  period  may  be  annual,  semi-annual,  or  quarterly,  whichever  may  be 
considered  to  the  best  interests  of  the  State.)  Estimated  quantities  are  listed  but  no 
guarantee  is  made  that  these  quantities  will  be  purchased.  Even  the  estimates  are  often 
no  more  than  guesses. 

Sealed  bids  are  solicited.  These  bids  are  opened  publicly  and  the  contract  is 
awarded  to  the  lowest  responsible  bidder.  The  department,  however,  has  the  right  to 
reject  any  or  all  bids  if  sufficient  reason  is  evident.  Such  contracts  must  be  approved 
by  the  Governor,  the  Auditor  General,  and  the  State  Treasurer. 

When  such  contracts  have  been  established,  the  bid  price  and  the  name  of  the 
successful  bidder  are  entered  on  a schedule.  These  schedules  are  published  and  distributed 
to  all  agencies. 

Field  institutions  may  purchase  directly  from  the  source  indicated  in  the 
schedule  without  limitation  as  to  dollar  amount,  or  they  may  purchase  elsewhere  in  cases 
where  they  can  buy  at  a price  lower  than  that  published  on  the  schedule. 

Several  of  the  contract  schedules  were  examined  and  the  following  items  were 
selected  at  random  from  those  schedules.  Specific  mention  is  made  herein  solely  because 
they  are  indicative  of  the  type  of  items  on  which  contract  negotiations  should  be  elimin- 
ated as  recommended  below. 
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Articles 

Schedule 

Item 

Est.  Requirement 

Contract  Price 

Index  Guide 

108 

164 

15  sets 

.54  (set) 

Paper  Wallets 

100 

390 

6 doz . 

1.28  (doz.) 

Modeling  Tools 

108 

617 

12 

.30  (each) 

Ink  - Green 

105 

060 

2 doz. 

2.55  (doz.) 

Protractor 

105 

364 

12 

1.50  (each) 

Force  Cups 

133 

004 

30 

.19  (each) 

Extension  of  requirements  of  the  above  scheduled  articles  will  show  that  in  no 
case  does  the  total  State's  requirements  exceed  $18.  Indeed,  in  most  cases,  the  expected 


requirements  amount  to  about  $8  or  less.  In  a similar  vein,  a sizeable  percentage  of  the 
items  examined  on  the  various  schedules  involved  expenditures  of  less  than  $50  per  item 

if  the  entire  estimated  quantity  were  purchased. 

V 1,1  | />,  . . , ■ | f y . 

Conclusions 


The  use  of  scheduled  contracts  by  the  State  displays  an  admirable  desire  to 
purchase  on  a quantity  basis,  while  at  the  same  time  providing  good  service  to  the  using 
agency.  Once  established,  the  scheduled  contracts  avoid  the  necessity  of  obtaining  bids 
each  time  an  article  is  ordered,  thus  producing  savings  in  time  and  clerical  effort.  This 
system  also  enables  field  institutions  to  order  directly  from  the  supplier  rather  than 
entering  purchase  requisitions  on  the  Bureau  of  Purchases  in  Harrisburg. 

The  principle  disadvantage  is  that  it  does  not  necessarily  produce  the  lowest 
prices.  Estimates  of  requirements  are  often  little  better  than  guesses.  No  assurance  is 
given  to  a supplier  that  the  entire  estimated  quantity,  or  any  part  thereof,  will  be 


purchased;  nor  is  any  information  given  as  to  how  many  individual  orders  may  be  issued 
during  the  contract  period.  Also  it  is  understood  that  the  Commonwealth  is  inclined  to 
ignore  these  scheduled  contracts,  and  resort  to  individual  quantity  purchases,  when  it 
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is  felt  that  the  quantity  required  may  be  purchased  advantageously  through  an  individual 
bid  rather  than  under  the  schedule.'  Thus,  suppliers  have  no  definite  idea  of  quantities 
they  may  expect,  and  their  bids  are  accordingly  high.  " 

Another  disadvantage  to  the  current  system  is  that  all  quotations  must  be  made 
on  the  basis  of  "F.O.B.  Destination"  without  destinations  being  specified.  Consequently, 
maximum  transportation  allowances  are  probably  included  in  the  bidders  quotations. 
Recommendations 


It  is  recommended  that  the  scheduled  contracts  be  reviewed  with  the  following 


intent: 


a.  To  select  all  items  where  the  volume  is  sufficient 
and  the  article  is  such  that  purchases  can  be  made 

in  specific  quantities  for  delivery  to  specific  destin- 
ations. Such  items  should  be  purchased  under  the 

is''" 

existing  Group  Purchase  plan  (see  Appendix  A,  paragraph 

3). 

b.  Eliminate  from  the  remainder  any  items  which  have  an 
annual  procurement  activity  of  less  than  $100. 

c.  Establish  a low  point  and  a high  point,  either  by 
dollars  or  quantities,  between  which  the  successful 
bidder  is  assured  of  obtaining  business  during  the 

life  of  the  scheduled  contract.  For  example,  a successful 
bidder  might  be  assured  of  receiving  all  of  the  State's 
business  on  individual  requirements  of  five  to  twenty- 
five  items  of  a certain  specification.  If  the  individual 
requirements  should  be  less  than  five,  the  order  would  be 
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placed  locally  at  the  discretion  of  the  buyer.  If  the 
requirements  should  be  over  twenty-five,  then  a requi- 
sition would  be  forwarded  to  the  Department  of  Procure- 
ment to  request  bids  on  a quantity  basis . 

d.  Require  each  successful  bidder  to  supply  a sworn  state- 
ment on  expiration  of  his  schedule  in  which  is  given 

the  total  quantity  of  goods  furnished  and  the  total  number 
of  orders  received  on  State  transactions  under  the  scheduled 
contract.  This  information  would  be  used  in  the  next 
round  of  publishing  bid  proposals,  thus  giving  suppliers  a 
much  more  definite  idea  of  the  activity  they  might  expect 
than  the  current  "estimated  requirements"  do. 

e.  Some  examination  should  also  be  made  to  determine  whether 
it  would  be  practicable  to  provide  the  bidders  with  ex- 
pected activity  by  destination  so  that  more  consideration 

0 

could  be  given  to  shipping  costs  in  supplying  a quotation. 

1 

This  would  have  to  be  done  on  a general  basis  only  to  prevent 
clerical  costs  from  exceeding  the  savings  which  might  be 
effected  by  such  a measure. 
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RECOMMENDATION  NO.  7 - Improvement  of  Service  by  Suppliers 
Findings 

One  of  the  chronic  complaints  by  using  agencies  is  that  delivery  of  requested 
equipment  and  materials  is  very  poor.  Cases  were  cited  where  suppliers  with  a history  of 
poor  service  were  continuously  given  new  business  only  to  have  the  process  repeat  itself. 
Expediting  by  State  agencies  is  no  more  than  a tracing  procedure.  This  is  probably  due 
to  the  fact  that  past  performance  is  not  taken  into  account  in  placing  new  orders. 
Conclusions 

Poor  delivery  is  undoubtedly  leading  to  costly  "field  expedients." 

While  expediting  for  a Commonwealth  may  not  be  the  generally  important  function 
that  it  is  to  an  industrial  concern,  it  is  extremely  important.  Unless  some  organized 
effort  is  made  to  prevent  late  deliveries,  it  will  be  found  that  considerable  extra  money 
is  being  spent  on  small  lot  orders  to  compensate  for  late  arrival  of  goods  originally 
promised  in  ample  time  to  maintain  working  stocks.  When  nothing  is  done  about  this  situa- 
tion, it  grows  steadily  worse  until  suppliers  completely  discount  the  importance  of  making 
deliveries  on  time. 

Recommendations 

We  recommend  that  no  changes  be  made  as  to  who  shall  do  the  expediting,  and  that 
unsatisfactory  delivery  performance  be  reported  to  Harrisburg.  A record  should  be  main- 
tained so  that  delivery  performance  can  be  taken  into  consideration  when  negotiating 
further  business.  ■ 

In  making  awards,  buyers  should  have  the  authority  to  consider  suppliers  who  have 
been  reported  for  unsatisfactory  service  to  be  second  choice  to  suppliers  who  offer  equal 
prices  but  have  good  service  records. 

In  flagrant  cases,  the  Secretary  of  Procurement  should  have  the  right  to  estab- 


lish a value  differential  which  must  be  overcome  by  the  bidder  in  question  to  obtain  the 
award.  In  extreme  cases,  he  should  have  the  right  to  exclude  the  supplier  from  bidding 

for  any  period  of  time  he  might  designate,  i 
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RECOMMENDATION  NO.  8 - Improvement  of  Service  by  Procurement  Personnel 


Findings 

It  was  found  that  processing  time  for  requisitions  has  not  changed  materially 
from  the  time  established  by  a former  survey  made  in  1947.  It  still  requires  about  54 
days  to  process  a routine  purchase  requisition  and  correspondingly  longer  for  the  more 
complicated  ones. 

A number  of  using  agencies  claimed  that  suppliers  found  State  business  undesir- 
I able  for  the  reason  that  payment  of  invoices  is  unduly  delayed,  often  60  days  or  more. 
Conclusions 

The  undue  length  of  time  required  by  the  processing  of  requisitions  in  the 

State's  procurement  procedures  is  in  direct  violation  of  one  of  the  basic  requirements 

of  a good  procurement  unit;  that  is,  providing  the  best  possible  service  for  the  using 

agencies.  Elsewhere  in  this  report  it  was  pointed  out  that  poor  service  may  require 

costly  field  expedients  and  high  priced  small  orders  necessary  to  operate  on  an  interim 

basis.  These  cost  factors  are  also  the  result  in  cases  where  poor  service  is  due  to  the 

procurement  unit  itself. 

* * 

The  practice  of  delaying  payment  of  invoices  is  causing  the  State  to  lose  a 
number  of  desirable  suppliers  and  may  be  resulting  in  high  prices  due  to  the  loss  of 
some  competition  among  suppliers.  The  full  benefit  of  cash  discounts  normally  obtained 
by  industry  is  also  lost.  ^ 

Recommendations 

It  is  recommended  that  a detailed  procedures  review  be  made  of  requisition 
processing  with  the  object  of  reducing  normal  processing  time  to  thirty  days  or  less. 

Since  some  of  the  requisitions  must  move  through  several  hands  and  time  is 
required  at  each  station  to  accomplish  that  part  of  the  detailed  procedure,  it  is  suggested 
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that  a table  of  time  limits  be  established  so  that  each  station  must  work  to  a limited 
time  schedule.  This  will  keep  the  requisitions  moving  through  the  department. 

It  is  also  suggested  that  a detailed  study  be  made  of  the  processing  of 
invoices  with  a view  to  reducing  the  lapse  from  receipt  of  invoice  to  payment  to  two 
to  three  weeks.  - 
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RECOMMENDATION  MO.  9 - Improvement  of  Buying  Personnel 


Findings 

The  top  buyers  in  the  State  procurement  program  were  found  to  be  personnel 
who  were  very  much  involved  in  the  detail  of  processing  the  paper  work  involved  in  the 
existing  procurement  routine.  Since  buying  is  so  restricted  by  the  State  under  present 
legislation,  these  buyers  have  had  little  or  no  opportunity  to  exercise  judgment  or 
acquire  experience  in  the  functions  normally  expected  of  buyers. 

Conclusions 

Since  it  is  the  intent  of  a number  of  these  recommendations  to  invest  more  lati- 
tude in  the  individual  buyers,  some  method  must  be  found  of  improving  the  caliber  of 
personnel  and  commensurate  salary  increases  must  be  instituted. 

Recommendations 

We  recommend  a special  studjr  be  made  of  this  problem  and  that  key  positions 
in  the  procurement  organization  be  filled  by  personnel  whose  competency  and  potentialities 
have  been  pre-determined. 

A similar  problem  was  encountered  recently  in  New  York  City.  This  was  solved 
by  setting  up  written  and  oral  examinations  with  the  help  of  an  advisory  board  of  indus- 
trial procurement  men.  Thirteen  buyers  were  selected  on  this  basis  for  positions  paying 
$7,500  per  year. 

Another  alternative  which  might  be  considered  is  that  of  inducing  procurement 
experts  retired  from  the  industrial  field  to  act  as  advisers  to  existing  buyers  until 
such  time  as  they  can  be  brought  up  to  the  degree  of  efficiency  required  of  them. 
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RECOMMENDATION  NO.  10  - Establishment  of  Commodity  Records 


Findings 


/ 


Usable  records  of  purchases  by  commodity  are  non-existent.  This  has  led  to  the 


practice  of  providing  only  an  estimated  quantity  to  the  supplier  in  contracting  for 
"scheduled"  items.  It  is  probabljr  also  true  that  a number  of  items  are  being  bought  on 
individual  requisitions  repeating  the  same  commodities  over  and  over  during  a year's  time. 
These  might  be  bought  to  advantage  if  a definite  quantity  commitment  were  made  to  suppliers 
either  for  a definite  quantity  during  a period  or  on  an  open-end  basis.  Present  practices 
are  causing  the  State  to  pay  higher  prices  than  would  be  the  case  if  definite  commitments 
were  made. 

Reference  to  Exhibit  No.  3 will  indicate  that  there  are  a number  of  different 
types  of  commodities  now  purchased  by  different  organizations.  Since  there  is  no  commodity 
purchase  history  available,,  there  is  no  basis  for  centralizing  any  items  which  may  be  dup- 
licated among  the  various  procurement  units. 

Conclusions 

The  advantages  to  be  gained  by  the  use  of  commodity  purchase  records  are  enor- 
mous. Some  of  these  are: 


a. 


Historical  activity  by  commodity  may  be  used  as  a 


basis  for  making  commitment  on  quantity  to  suppliers 


in  order  to  obtain  the  best  quantity  discounts  and 


to  determine  their  past  performance  records. 


b.  The  placement  of  orders  is  expedited  by  providing 


a ready  reference  to  past  requirements  of  the  various 


using  departments,  both  as  a check  on  descriptions 


and  quantities. 
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c.  A system  for  the  development  of  standard  nomenclature 
is  gained  which  would  be  of  value  to  the  Bureau  of 
Standards  as  well  as  to  the  buyers. 

The  expenses  of  maintaining  such  records  would  be  more  than  offset  by  the 
savings  which  might  be  accomplished. 

Recommendations 

A suitable  commodity  record  must  be  established  which  will  reflect  the  activity 
of  all  important  commodities  procured  by  the  State.  This  will  require  that  a copy  of 
purchase  orders,  placed  by  other  units  than  the  Department  of  Procurement,  be  furnished 
to  that  department.  The  records  should  be  used  by  buyers  in  determining  previous  activity 
of  items  forecasting  requirements  and  in  measuring  supplier  performance. 

This  record  will  also  be  used  as  a basis  for  determining  whether  certain  items, 
which  may  be  duplicated  in  procurement  by  various  units,  should  be  centralized  to  obtain 
the  advantages  of  quantity  commitments.  ^ 
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RECOMMENDATION  NO.  11  - Use  of  Escalation  Clauses 
Findings 

Under  the  Administrative  Code,  all  State  procurement  of  construction  contracts 
must  be  performed  on  a firm  price  basis  under  competitive  bidding  (see  Appendix  A,  para- 
graph 6).  This  portion  of  the  code  is  interpreted  literally.  Contracts  are  awarded  to 
the  lowest  qualified  bidder  without  further  negotiation  and,  of  course,  no  escalation 
is  provided  for  in  the  contract.  ^ 

Conclusions 

By  insisting  on  a firm  and  inflexible  price  on  every  contract,  the  State  is 
paying  whatever  contingency  the  contractor  deems  necessary  to  protect  himself  against 
possible  increases  in  labor  and/or  material  costs  during  the  life  of  the  contract. 
Furthermore,  no  concession  can  be  obtained  from  the  contractor  should  labor  and/or  material 
costs  decline  during  the  same  period. 

Recommendations 

Properly  written  escalator  clauses  incorporated  in  bid  specifications  should 
be  utilized  extensively,  in  major  construction  contracts.  This  is  true  particularly 
where  known  completion  dates  are  a year  or  more  from  the  date  of  award.  Escalation  can 
save  the  Commonwealth  the  price  of  contractor's  contingencies  and,  at  the  same  time,  pro- 
tect both  the  contractor  and  the  Commonwealth  from  loss  in  the  event  of  unforeseen  fluc- 
tuations in  labor  and/or  material  costs  during  the  performance  of  a contract. 

Note:  The  use  of  incentive  contracts  was  also  considered 

by  the  Committee  in  the  course  of  this  survey.  It 
was  the  concensus  of  opinion,  however,  that  such 
arrangements  do  not  lend  themselves  advantageously 
to  State  procurement. 
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RECOMMENDATION  NO.  12  - Survey  of  Liquor  Control  Board 


Findings 

The  Liquor  Control  Board  purchases  approximately  $150,000,000  worth  of  liquor 
in  a year's  time.  This  commodity,  of  course,  is  for  resale  to  the  public  through  State 
Stores. 

Conclusions 

The  committee  subscribing  to  this  report  has  felt  that  it  is  unqualified  to 
) survey  the  procurement  aspects  as  carried  out  by  the  Pennsylvania  Liquor  Control  Board. 
No  member  of  the  committee  has  had  experience  with  procurement  for  resale  nor  with  the 
pricing  of  resale  items  so  inextricably  intertwined  with  this  function. 

It  is  felt,  however,  that  the  dollar  volume  of  procurement  by  this  unit  is  too 
large  to  pass  unnoticed,  particularly  when  it  does  have  an  important  direct  impact  on 
taxes. 

Recommendations 

The  recommendation  is  made  that  a merchandising  organization,  intimately 
acquainted  with  resale  procurement,  be  called  in  to  review  the  practices  of  the  State 
Liquor  Board. 
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SECTION  VI 


APPENDICES 


APPENDIX  A 


DETAILS  OF  EXISTING  ROUTINES  OF  PROCUREMENT 

1.  Schedule  Contracts  - The  Department  of  Property  and  Supplies  prepares  classified  lists 
of  materials  and  supplies  in  constant  demand  and  effects  contracts  for  their  supply 

on  a period  basis  (the  contract  period  may  be  annual,  semi-annual  or  quarterly,  which- 
ever may  be  considered  to  the  best  interests  of  the  State).  Estimated  quantities  are 
listed,  but  no  guarantee  is  made  that  these  quantities  will  be  purchased. 

Sealed  bids  are  solicited.  These  bids  are  opened  publicly  and  the  contract 
is  awarded  to  the  lowest  responsible  bidder.  The  Department,  however,  has  the  right 
to  reject  any  or  all  bids,  if  sufficient  reason  is  evident.  These  contracts  must  be 
approved  by  the  Governor,  Auditor  General  and  State  Treasurer. 

When  such  contracts  have  been  established,  the  bid  price  and  the  name  of  the 
successful  bidder  are  entered  on  the  schedule.  These  schedules  are  published  and 
distributed  to  all  agencies.  Field  institutions  may  purchase  directly  from  the  source 
indicated  in  the  schedule  without  limitations  as  to  dollar  amount,  or  they  may  pur- 
chase elsewhere  in  cases  where  they  can  buy  at  a price  lower  than  that  published  on  the 
schedule . 

) 

2.  Non-Scheduled  Items  - Items  not  covered  by  schedule  contracts,  or  excepted  for  reason 
of  the  emergency  provision  described  below  under  Field  Limited  purchases,  are  con- 
tracted for  individually  as  required.  The  using  agency  forwards  a purchase  requisition 
to  the  Department  of  Property  and  Supplies.  Sealed  bids  are  solicited  and  awards 

made  in  the  same  manner  as  described  above.  If  amount  exceeds  $100,  selection  of 
supplier  must  be  approved  by  the  Director  of  Purchases,  and  by  representatives  of  the 
Auditor  General  and  State  Treasurer.  If  amount  is  less  than  $100,  the  Buyer's  approval 
is  considered  sufficient. 

3.  Group  Purchases  - On  certain  commodities  which  are  required  generally  and  in  good 
volume,  agencies  are  polled  to  determine  expected  requirements  for  a stipulated 
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ensuing  period.  Quantities  thus  determined  are  consolidated  and  bids  are  requested 
for  specific  quantities  to  be  delivered  to  specified  destinations.  The  award  and 
ordering  procedure  is  the  same  as  described  above.  This  procedure,  we  were  told, 
usually  obtains  lower  prices  than  if  handled  as  a schedule  contract. 

4.  Field  Limited  Purchase  Orders  - Institutions  may  purchase  non-schedule  items  direct 
in  amounts  not  exceeding  $50.  Such  purchases  shall  be  made  from  the  lowest  of  at 
least  two  bids,  these  to  be  confirmed  in  writing  for  purchases  amounting  to  more 
than  $10. 

5.  Local  Purchase  Orders  - This  type  of  purchase  order  may  be  used  to: 

a.  Purchase  Perishables. 

b.  Procure  maintenance  repairs  with  a $4,000  limitation. 

c.  Procure  goods  and  services  such  as: 

(1)  Purchase  repairs  or  repair  parts  for  its 
equipment  from  the  manufacturer  of  such 
equipment,  or  from  the  manufacturer's  author- 
ized dealer. 

(2)  Contract  for  services  of  public  utility 
companies. 

(3)  Rent  machinery  and  other  equipment  and  devices. 

(4)  Employ  labor,  on  a temporary  basis,  in  instances 
when  the  Department  of  Property  and  Supplies 
does  not  have  an  applicable  contract. 

(5)  Subscribe  to  periodicals,  magazines  or  news- 
papers, or  purchase  books,  or  take  memberships 
in  organizations  and  societies  having  related 
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functions.  Such  memberships  must  be  approved 
by  the  Governor.  ^ 

Items  a.  and  b.  above  must  be  procured  on  competitive  closed  bids  v/ith  public 
bid  openings.  Such  transactions  are  reviewed  by  the  parent  organization,  that  is, 
the  Department  of  Welfare,  etc.,  as  to  correct  procedure.  ^ 

Item  c.  is  specifically  exempted  from  the  bid  procedure  by  the  Administrative 

Code. 

6.  Construction  Contracts  - Construction  contracts  (and  initial  equipment  purchases)  may 
be  negotiated  by  the  following: 

a.  Department  of  Highways 

b.  Bureau  of  Engineering  & Construction 

c.  General  State  Authority 

d.  Highway  and  Bridge  Authority 

e.  Public  School  Building  Authority 

Following  is  the  method  of  awarding  construction  contracts  now  in  use  by  all 
agencies: 

a.  A responsible  committee  or  board  selects  projects  to  be  built. 

b.  An  architect  is  selected. 

c.  The  architect  makes  preliminary  plans  for  review  by  committee  or  board. 

d.  After  review,  the  architect  drafts  final  plans  for  approval  of  committee  or 
board . 

e.  Approved  plans  are  submitted  to  a selected  group  of  contractors  for  competi- 
tive bidding  after  notification  of  invitation  to  bid  has  been  publicized 
through  newspaper  advertising  throughout  the  State  of  Pennsylvania.  (Invita- 
tions to  bid  are  not  confined  to  companies  operating  within  the  State  of 
Pennsylvania.)  Sealed  bids  are  required. 
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f.  At  the  appointed  time  sealed  bids  are  opened  in  public  but  award  of  contract 
is  not  made  until  a complete  review  of  the  bids  can  be  accomplished  to  deter- 
mine whether  the  bidder  is  in  full  compliance  with  specifications,  and  in  a 
position  to  post  the  required  surety  bond.  If  for  any  reason  the  low  bidder 
cannot  be  considered  a responsible  source  of  supply,  the  second  low  bid  is 
reviewed  and  so  on  until  the  lowest  qualifying  bidder  is  determined.  Right 
is  reserved  to  throw  out  all  bids  and  re-advertise  if  prices  quoted  appear  to 
be  out  of  line  or  bids  are  otherwise  unsatisfactory. 

g.  Certain  basic  rules  govern  all  bidding: 

(1)  Prices  must  be  firm  (no  escalation). 

(2)  Successful  bidder  must  post  a surety  bond  amounting 
to  from  5 to  10%  of  quoted  price,  w-" 

(3)  Contractor  must  meet  the  quoted  completion  date  in  his 
contract  or  suffer  the  penalties  provided,  unless  it 
can  be  shown  that  delay  was  due  to  one  of  the  excep- 
tions allowed  under  the  Contract. 

(4)  Progress  payments  are  made  under  construction  contracts 
as  they  tie  in  with  periodic  progress  reports  from  the 
State's  or  Authorities'  field  engineers  and  architects. 

Progress  payments  may  total  up  to  90%  of  the  contract 
price  prior  to  final  acceptance  of  the  completed  project. 

h.  Contracts  for  equipment  and  furnishings  made  by  GSA  and  the  Public  School 
Authority  are  handled  in  the  same  fashion  and  under  the  same  rules  excepting 
that  provisions  for  completion  dates  and  penalties,  and  progress  payments  are 

not  usually  required. 
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APPENDIX  B 


BUREAUS,  DEPARTMENTS  AND  INSTITUTIONS  COVERED  IN  THE  SURVEY  AND 
CONTACTS  WITHIN  THE  COMMONWEALTH 


STATE  AGENCY 

Department  of  Property  & Supplies 


Bureau  of  Budgets 
Department  of  Highways 

General  State  Authority 

Highway  and  Bridge  Authority 
Public  School  Building  Authority 

INSTITUTIONS  COVERED  IN  SURVEY 


PERSONNEL 

Secretary 

Controller 

Director  of  Purchases 
Director  of  Highway  Purchases 
Director  - Bureau  of  Standards 
Buyers 

Director 

Assistant  Chief  Engineer 
Controller 

Secretary 

Chief  Procurement  Officer 

Secretary 

Secretary 


The  following  institutions  were  visited  and  the  pertinent  personnel 
interviewed  during  the  course  of  the  survey  on  institutional  procurement: 


Department  of  Welfare 

New  Pennsylvania  Industrial  School,,  Camp  Hill  (1046  inmates) 

Superintendent 
Acting  Business  Manager 
Purchasing  Agent 

Western  State  Penitentiary,  Pittsburgh  (1894  inmates  including  Rockview) 

Warden 

Steward 
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Dixmont  State  Hospital  (977  patients) 

Superintendent 

Steward 

Accountant 

Woodville  State  Hospital  (2759  patients) 

Superintendent 

Steward 

Mayview  State  Hospital  (3204  patients) 

Superintendent 

Steward 

Pennsylvania  Training  School,  Morganza  (365  inmates) 

Assistant  Superintendent 
Accountant 


Department  of  Public  Instruction 

Slippery  Rock  State  Teachers  College  (763  students) 

President 

Bursar 

California  State  Teachers  College  (625  students) 
Accountant 
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APPENDIX  C 


MEMBERSHIP  CE  SUBCOMMITTEE  OK  STATE  PROCUREMENT 


Subcommittee 


CHAIRMAN  - Bruce  D.  Henderson 


MEMBERS  - Ralph  C.  Moffitt 


Cedric  W.  Lutz 


P.  J.  Clarke 


M.  L.  Lampe 


General  Manager  Purchases  & Traffic 
Westinghouse  Electric  Corporation 
401  Liberty  Avenue 
Pittsburgh  30,  Pa. 

Director  of  Purchases 
United  States  Steel  Company 
525  William  Penn  Place 
Pittsburgh,  Pa. 

Director  of  Purchases 
Gulf  Oil  Corporation 
Gulf  Building 
Pittsburgh,  Pa. 

Director  of  Purchases 
Rohm  & Haas  Company 
Washington  Square 
Philadelphia  5,  Pa. 

General  Purchasing  Agent 
Armstrong  Cork  Company 
Lancaster,  Pa. 


Working  Group  (Appointed  by  the  Subcommittee) 


CHAIRMAN  - Chester  H.  Baringer 
MEMBERS  - Earl  J.  Schill 

Fred  A.  Bealafeld 
Wilbur  C.  Wilson 


Assistant  Director  of  Purchases 
United  States  Steel  Company 

Westinghouse  Electric  Corporation 
Staff  Assistant 
Industrial  Products  Sales 

Gulf  Oil  Corporation 
Purchasing  Department 

Westinghouse  Electric  Corporation 
Purchasing  Agent 
Aviation  Gas  Turbine  Division 
South  Philadelphia  Works 


64 


I 


WERT 
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